
HFMA Fall 2018 Conference

September 27, 2018



Page 2

Topics relevant to Health Care entities

Leases (ASC 842)

Accounting standards updates

ASU 2016-14: Presentation of financial statements of not-for-profit entities

ASU 2018-08: Clarifying the Scope and the Accounting Guidance for 

Contributions Made and Contributions Received

ASU 2018-15: Cloud computing – implementation costs

ASU 2017-07: Improving the presentation of net periodic pension cost

ASU 2016-18: Restricted cash

ASU 2016-15: Classification of certain cash receipts and cash payments

ASU 2018-13: Fair value measurements

ASU 2017-04: Simplifying the Test for Goodwill Impairment

ASU 2016-01: Recognition and Measurement of Financial Assets and 

Financial Liabilities (technical corrections in ASU 2018-03)
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Leases (ASC 842)
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Leases (ASC 842)
Overview

Lessees recognize assets and liabilities for most leases but recognize 

expenses in a manner similar to today’s accounting (ASC 840, Leases) 

For lessors, the new guidance modifies the lease classification criteria, 

leverages certain guidance in ASC 606 and eliminates leveraged lease 

accounting

The new guidance eliminates today’s real estate-specific provisions 

and changes the sale and leaseback guidance

The new standard requires entities to make more judgments and 

estimates and provide more disclosures 

ASC 842 will likely have a significant effect on financial statements, 

business processes, internal controls and systems for some entities

Entities should not underestimate the time and resources necessary 

to implement the standard
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Leases (ASC 842)
Effective date and transition

Full retrospective adoption is prohibited

Prior periods presented*

SEC Staff Accounting Bulletin (SAB) Topic 11.M disclosures

2021201920182016

Effective

Modified 

retrospective 

application 

(calendar-year 

public entities**)

2017

Leases standard issued and 

early adoption permitted
Modified 

retrospective 

application 

(all other calendar-

year entities)

2020

Prior periods presented*

* ASU 2018-11 gives entities another transition option that allows them to continue to apply ASC 840, including its disclosure 

requirements, in the comparative periods presented in the year they adopt ASC 842.

** Public entities includes public business entities and certain not-for-profit entities and employee benefit plans.
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Leases (ASC 842)
Effective date and transition

FASB recently added a transition option

Entities can opt to continue to apply the legacy guidance in ASC 840, 

including disclosures, in the comparative periods presented in the year 

they adopt the new lease standard

Entities that elect this transition option recognize a cumulative effect 

adjustment to the opening balance sheet of retained earnings in the 

period of adoption rather than the earliest period presented
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Leases (ASC 842)
Recent standard setting

ASU 2018-11, Targeted Improvements

Option to apply the transition provisions at the beginning of the period of 

adoption, rather then at the beginning of the earliest comparative period 

presented 

Option for lessors to not separate lease and non-lease components if 

certain criteria are met 

ASU 2018-10, Codification Improvements to Topic 842, Leases

Technical improvements

ASU 2018-01, Land Easement Practical Expedient for Transition to 

Topic 842

Transition practical expedient for existing land easements

The FASB proposed amendments to address accounting for sales 

taxes and certain lessor costs
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Transition practical expedients and accounting policy elections

Expedient/election Lessee Lessor

Apply to 

all leases

Apply 

by class

Package of practical expedients

Hindsight practical expedient

Land easements practical expedient

Short-term lease exception 

Do not separate certain lease and 

non-lease components 

Leases (ASC 842)
Practical expedients and accounting policy

Implementation may be more complex if the package of practical expedients 

is not elected and/or the hindsight practical expedient is elected

When selecting accounting policies, entities will need to consider all lease 

contracts and contract provisions that have an accounting effect
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Leases
Transition – practical expedients
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Leases
Transition – practical expedients (cont.)



Page 11

Leases (ASC 842)
Key implementation risks

Completeness risk – How do you know that a complete and accurate 

population of contracts that are or contain leases has been identified? 

Data risk – How do you know that the data used to calculate the 

transition adjustments is complete and accurate? 

Accounting risk – How do you know that the lease accounting 

guidance, including any elected practical expedients, is applied 

accurately and that the judgments and estimates made in applying the 

accounting framework are reasonable?



Page 12

Leases (ASC 842)
Internal control considerations

Policies, processes, controls and systems must be designed to: 

Determine transition adjustments under the modified retrospective 

transition method

Provide the disclosures required under the new standard

Account for leases prospectively under ASC 842 after the effective date
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Leases (ASC 842)
IT considerations

Many entities may be implementing new IT systems, or modifying 

existing IT systems, to account for leases under the new standard

Additional risks that may need to be addressed include:

Lease data is not transferred completely and accurately from the entity’s 

current system to the new system

New or modified IT systems do not function in a manner that complies 

with the requirements of ASC 842

Third-party vendor systems may not be fully functional by adoption, 

which could result in additional complexities and a higher risk 

assessment

When management uses a service organization, it needs to identify 

the risks that arise and controls that are responsive to those risks
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Accounting Standards Updates



Presentation of financial 
statements of not-for-profit entities 
(ASU 2016-14)
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Overview

The Financial Accounting Standards Board (FASB) issued guidance 

(ASU 2016-14) that will change certain financial statement requirements 

for not-for-profit (NFP) entities in the scope of ASC 958, including:

Net asset classification

Reporting of expenses 

Information about available resources and liquidity

The first time extensive changes were made to the presentation 

requirements for NFP financial statements in more than 20 years

No significant changes to the separate financial reporting requirements 

for business-oriented health care NFPs
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Net asset classification

Unrestricted

Temporarily restricted

Permanently restricted

Without 
donor 

restrictions

With donor 
restrictions

Legacy GAAP ASU 2016-14

Further 

disaggregation 

permitted as 

long as the 

two classes of 

net assets and 

the total of net 

assets are 

reported in the 

statement of 

financial 

position 
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Net asset classification

Disclose information about:

Nature and amounts of different types of donor restrictions that 

affect how and when, if ever, the resources (net assets) can be 

used

Amounts and purposes of board-designated net assets (such as 

quasi-endowments)

Illustrative financial statements in ASC 958-205-55
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Underwater endowments

Legacy GAAP ASU 2016-14

Entire endowment balance is 

presented in net assets with 

donor restrictions 

Underwater portion of 

endowments is reported in 

unrestricted net assets
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Underwater endowments 
Enhanced disclosure requirements

Each of the following, in the aggregate, for all underwater 

endowments:

Fair value of underwater endowments

Original gift amount or amount required to be maintained either by 

the donor or by law 

Deficiencies of underwater endowments (i.e., the difference 

between the two items above)

Governing board’s interpretation of the NFP’s ability to spend from 

underwater endowment funds based on laws governing 

endowment funds 

Policy on appropriations from underwater endowments and any 

related actions taken during the period
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Placed-in-service approach

Legacy GAAP ASU 2016-14

Report the expiration of a donor 

restriction on a long-lived asset 

when the asset is placed in 

service, unless the donor 

explicitly limits the use of the 

asset for a period of time 

Includes contributions of cash 

restricted to acquire or construct 

long-lived assets

NFPs, other than business-

oriented health care entities, 

may elect a policy to recognize 

the expiration of a donor 

restriction on a long-lived asset 

over the asset’s estimated 

useful life (implied time 

restriction)
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Net investment returns

Legacy GAAP ASU 2016-14

Present investment returns 

(other than programmatic 

investing income) net of external 

and direct internal investment 

expenses 

No longer required to disclose 

netted investment expenses and 

the components of investment 

returns

Investment returns may be 

reported net of related expenses

Disclose netted investment 

expenses 
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Net investment returns

Direct internal investment expenses involve the direct conduct or 

supervision of strategic and tactical activities to generate 

investment returns, and include:

Salaries and benefit costs of personnel responsible for the 

development and execution of the entity’s investment strategy 

Allocable costs associated with internal investment management 

and supervision of external investment management firms

External and direct internal investment expenses will be netted 

against the investment returns in the net asset category in which 

the net investment return is reported (i.e., net assets with or 

without donor restrictions)

Netted investment expenses may not be included in the analysis 

of expenses by nature and function
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Net investment returns

Net investment return from portfolios that are managed differently 

or derived from different sources may be presented in separate, 

appropriately labeled lines on the statement of activities

Net investment return generated from operating cash separately 

from net investment return generated from endowments

Net investment return appropriated for spending separately from 

net investment return in excess of amounts appropriated for 

spending

Business-oriented health care NFPs that designate certain investments 

as other-than-trading will continue to present the related unrealized gains 

and losses outside the performance indicator while complying with the 

new requirement

Illustrative examples in ASC 954-225-55-6
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Reporting expenses by nature and function

Legacy GAAP ASU 2016-14

Report information about 

expenses by both natural (e.g., 

salaries, rent) and functional 

classifications

Present an analysis that 

disaggregates functional expense 

classifications by their natural 

classifications in one location 

(either the statement of activities, 

a separate financial statement or 

the notes)

Present expenses by functional 

classification (e.g., program 

services, supporting activities)

Voluntary health and welfare 

entities report information about 

expenses by nature and 

function in a statement of 

functional expenses
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Reporting expenses by nature and function

Analysis excludes:

Investment expenses netted against investment returns 

Certain items that are generally reported in other comprehensive 

income by business entities (e.g., certain pension costs)

Analysis includes:

Expenses (e.g., salaries) included as part of cost of goods sold

Direct costs (e.g., facility rental costs) netted against special 

events revenue

Illustrative example in ASC 958-205-55-21

Disclose methods used to allocate costs between program and 

supporting functions, in addition to current disclosures required for 

joint costs
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Available resources and liquidity

Disclose qualitative information about how an NFP manages its 

liquid resources available to meet cash needs for general 

expenditures within one year of the balance sheet date, in addition 

to current disclosures required about liquidity

Provide quantitative information (and qualitative information, as 

necessary) about the availability of financial assets at the balance 

sheet date to meet cash needs for general expenditures within 

one year of that date

Availability may be affected by the nature of a financial asset, 

external limits (e.g., donor restrictions) or governing board 

designations

Illustrative examples in ASC 958-210-55-5 through 55-8
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Other considerations

Statement of cash flows

Continue to use either the direct or indirect method of reporting 

operating cash flows

No reconciliation of the change in net assets to net operating cash 

flows is required when direct method is used

If a self-defined operating measure is presented that includes internal 

board designations (or similar actions), disaggregate and describe these 

actions by type
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Effective date and transition

Effective for fiscal years beginning after 15 December 2017, and 

interim periods within fiscal years beginning after 15 December 

2018

Early adoption is permitted

Must be initially adopted for an annual fiscal period or for the first interim 

period within the fiscal year of adoption 

Retrospective application

Disclose the nature of any reclassifications or restatements and their 

effects on the changes in net asset classes for the periods presented 

If comparative financial statements are presented, NFPs will have 

the option, in certain cases, to omit the following for comparative 

periods prior to the period of adoption:

Analysis of expenses by their nature and function (separate presentation 

of expenses by nature and by function is still required) 

New disclosures about available resources and liquidity
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Natural and Functional Class Presentation –
Example 1

Note: Example taken from the AICPA’s publication – Exploring FASB’s Not-for Profit Financial Reporting 
Standard: ASU 2016-14 Supplemental Health Care Disclosure Examples: Natural and Functional Class 
Presentation
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Natural and Functional Class Presentation –
Example 2

Note: Example taken from the AICPA’s publication – Exploring FASB’s Not-for Profit Financial Reporting 
Standard: ASU 2016-14 Supplemental Health Care Disclosure Examples: Natural and Functional Class 
Presentation
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Liquidity Example 1

Note: Example taken from the AICPA’s publication – Exploring FASB’s Not-for Profit Financial Reporting 
Standard: ASU 2016-14 Supplemental Health Care Disclosure Examples: Liquidity and Availability
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Liquidity Example 2

Note: Example taken from the AICPA’s publication – Exploring FASB’s Not-for Profit Financial Reporting 
Standard: ASU 2016-14 Supplemental Health Care Disclosure Examples: Liquidity and Availability



Clarifying the Scope and the 
Accounting Guidance for 
Contributions Made and 
Contributions Received
(ASU 2018-08)
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Overview

Clarifies the guidance on how entities determine whether to account 

for a transfer of assets as an exchange transaction or a 

contribution

An entity would evaluate whether the resource provider receives 

commensurate value

When the public, rather than the resource provider, receives the 

primary benefit, the benefit to the public should not be considered 

commensurate value

Any benefit or positive sentiment a resource provider receives from 

executing its mission or from acting as a donor should not be 

considered commensurate value

This guidance will likely result in more grants and contracts being 

accounted for as contributions rather than exchange transactions
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Overview (continued)

Clarifies the guidance on how entities determine when a contribution 
is conditional

Agreement must include both a barrier (or barriers) that must be 
overcome for the recipient to be entitled to the transferred assets and a 
right of return of the transferred assets (or a right of release of the 
promisor’s obligation to transfer the assets)

An entity will use judgment in determining whether or not an arrangement 
includes a barrier (or barriers), considering the following indicators:

A measureable performance related barrier or other measureable 
barrier

Limits on the recipient’s discretion over the conduct of the activity

A stipulation related to the purpose of the agreement

The likelihood that a stipulation will be met (probability assessment) will 
not be considered when determining whether or not an agreement 
contains a barrier
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Overview (continued)

The clarified guidance applies to all entities (including business 
entities) that make or receive contributions, except for certain 
transactions such as transfers of assets business entities receive from 
government entities (e.g. a government grant to a for-profit 
biotechnology company)

How an entity labels contribution revenue (e.g. grants, donations, etc.) 
is not a factor in determining whether the agreement is in the scope of 
the guidance

Payments from third-party payers that are part of existing exchange 
transactions between the recipient and an identified customer are not 
in the scope of this guidance
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Effective dates

For PBEs and CBOs that are recipients – annual periods beginning 
after June 15, 2018, including interim periods within

For PBEs and CBOs that are resource providers – annual periods 
beginning after December 15, 2018, including interim periods within

All other entities that are recipients – annual periods beginning after 
December 15, 2018 and interim periods within annual periods 
beginning after December 15, 2018

All other entities that are resource providers – annual periods 
beginning after December 15, 2019 and interim periods within 
annual periods beginning after December 15, 2020



Fair value measurement
(ASU 2018-13)
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ASU 2018-13
Fair value measurement

Removes the following disclosure requirements:
The amount of and reasons for transfers between Level 1 and 2 of the fair 
value hierarchy, and associated policy for timing of such

The valuation processes for Level 3 fair value measurements

For nonpublic entities, the changes in unrealized gains and losses in 
earning for Level 3 held at year end

Modifies the following disclosure requirements:
In lieu of a Level 3 rollforward, transfers into and out of Level 3

For NAV investments, disclose timing of liquidation of announced 
redemptions

Measurement uncertainty disclosure is as of reporting date
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ASU 2018-13
Fair value measurement

Adds the following disclosure requirements (for public companies):
The changes in unrealized gains and losses for the period included in OCI 
for recurring Level 3 fair value measurements held at the end of the 
reporting period

The range and weighted average of significant unobservable inputs to 
develop Level 3 fair value measurements.

Effective dates:
For all entities, fiscal years and interim periods within those fiscal years, 
beginning after December 15, 2019.

Amendments applied retrospectively, except for the range and weighted 
average, which is prospective only



Simplifying the Test for Goodwill 
Impairment
(ASU 2017-04)
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ASU 2017-04

Eliminates Step 2 from the goodwill impairment test

Instead, goodwill impairment test is a comparison of fair value of the 
reporting unit to the carrying value; impairment charge taken if 
carrying value exceeds fair value of the reporting unit

Option to perform the qualitative assessment if the quantitative 
impairment test is necessary



Cloud computing – implementation 
costs (ASU 2018-15)
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ASU 2018-15

A customer in a cloud computing arrangement (i.e., hosting 
arrangement) that is a service contract will follow the internal use 
software guidance in ASC 350-40 to determine which implementation 
costs to defer and recognize as an asset

Certain implementation costs incurred will be deferred and recognized 
as an asset

Expense over the term of the hosting arrangement

Classify expense in the same income statement line item as the hosting 
arrangement fees

Customers will follow existing US GAAP to account for other 
implementation costs

New guidance does not affect the accounting for the hosting 
arrangement component of a contract

Effective dates for calendar-year entities

PBEs Non-PBEs Early adoption?

Q1 2020 2021 Yes



Improving the Presentation of Net 
Periodic Pension Cost and Net 
Periodic Postretirement Benefit 
Cost
(ASU 2017-07)
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ASU 2017-17

Disaggregate service cost and report it in the same line item as other 
compensation costs

Report other costs outside of compensation costs and outside of 
operations.

Disclose/describe the presentation in the footnotes

Effective dates:
For public business entities: Annual periods beginning after December 15, 
2017, including interim periods within those annual periods

For other entities: Annual periods beginning after December 15, 2018, and 
interim periods within annual periods beginning after December 15, 2019



Classification of Certain Cash 
Receipts and Cash Payments
(ASU 2016-15)



Page 49

ASU 2016-15

Addresses the treatment of 8 specific cash flow issues
Debt prepayment or extinguishment – financing

Settlement of certain debt instruments – interest is operating; principle is 
financing

Contingent consideration paid on a delay – financing and then operating

Settlement of insurance claims – depends on nature of loss

Settlement of life insurance policies – investing 

Distributions from equity method investees – policy election takes you to 
operating or investing

Beneficial interests in securitization transactions – investing 

Separately identifiable cash flows and predominance principle –
predominant source or use of funds

Effectives dates:
For public business entities: Annual periods beginning after December 15, 
2017, including interim periods within those annual periods

For other entities: Annual periods beginning after December 15, 2018, and 
interim periods within annual periods beginning after December 15, 2019



Restricted Cash
(ASU 2016-18)
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ASU 2016-18

Requires the Statement of Cash Flows to explain the change during 
the period in the total of cash, cash equivalents, and amounts 
generally described as restricted cash or restricted cash equivalents. 

Effectives dates:
For public business entities: Annual periods beginning after December 15, 
2017, including interim periods within those annual periods

For other entities: Annual periods beginning after December 15, 2018, and 
interim periods within annual periods beginning after December 15, 2019



Recognition and Measurement of 
Financial Assets and Financial 
Liabilities
(ASU 2016-01) 
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Recognition and measurement 
Overview (ASU 2016-01)

Targeted amendments to existing US GAAP include:

Equity investments are generally measured at fair value (FV) with 

changes in FV reported in net income (FV-NI)

A new measurement alternative is available for equity investments without 

readily determinable FVs

Changes in fair value caused by changes in instrument-specific credit risk 

(i.e., the entity’s own credit risk) are recognized in other comprehensive 

income (OCI) for financial liabilities measured under the fair value option

Realizability of deferred tax assets (DTAs) related to available-for-sale 

(AFS) debt securities is assessed in combination with other DTAs

Fair value disclosures for financial instruments carried at amortized cost are 

reduced for public business entities (PBEs) and eliminated for non-PBEs

Effective dates of ASU 2016-01 for calendar year-end companies

PBEs Non-PBEs Early adoption?

Q1 2018 2019 Non-PBEs: Q1 2018
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Recognition and measurement
Equity investments decision tree 

Is the equity investment accounted for under 

the equity method or does it result in consolidation?

Does specialized industry guidance apply 

(e.g., broker-dealers, investment companies)?

Is the measurement 

alternative elected?

Does the equity investment qualify for 

the net asset value practical expedient in 

ASC 820? 

Measure at FV-NI

Measure at cost less impairment, adjusted for 

observable price changes for an identical or 

similar investment of the same issuer

Apply other 

US GAAP

Does the equity investment have 

a readily determinable fair value?

Yes

Yes

No

No

No

No

Yes No

Yes

Yes
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Recognition and measurement
Equity investments – applying the measurement alternative

Observable price changes include transactions occurring on or before 

the balance sheet date that are known or can reasonably be known

Make a reasonable effort to identify price changes without expending 

undue cost and effort

Consider the different rights and obligations (e.g., voting rights, 

distribution rights, conversion features) associated with the 

instruments to determine whether an investment is “similar”

If an observable price relates to a similar investment of the same issuer, 

adjust the observable price for the different rights and obligations of the 

instrument being measured

Assess investments qualitatively for impairment at each reporting date

If an investment is impaired, estimate the investment’s FV in accordance 

with ASC 820 and recognize any loss in net income
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Recognition and measurement 
Equity investments – technical corrections (ASU 2018-03)

An entity that measures an equity investment using the measurement 

alternative may irrevocably elect to change its approach to a fair value 

method under ASC 820

Applies to all identical or similar investments of same issuer

Applies to all future purchases of identical or similar investments of the 

same issuer

Under the measurement alternative, investment is remeasured to fair 

value on the date of the observable transaction for the similar security 

The prospective transition approach is applied only to equity investments 

for which the measurement alternative is elected

Effective dates of ASU 2018-03 for calendar year-end companies

PBEs Non-PBEs Early adoption?

Annual 2018 2019 Permitted if ASU 2016-01 

has been adopted  Interim Q3 2018 Q1 2020


